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What We Do 
 

Having a unique background 

that includes tax accounting 

and law, WWM helps people: 

 

Conveniently roll their 401k’s 

into more flexible IRA 

accounts. 

 

Spread their investment risk 

over many different markets. 

 

Understand what it takes to 

retire comfortably and how to 

change assets into income 

streams when paychecks stop. 

 

At WWM, we are available to 

discuss any financial topic talk 

with family and friends of ours 

and the people we know. 

 

We welcome comments about 

our Newsletter, and services. 

 

In a year when US stocks 
outperformed many other 
investments, the case for global 
diversification remains strong.  
This Newsletter summarizes the 
returns of different global 
investments over different periods 
and then reviews the reasons why 
investing globally in addition to US 
Stocks remains more important 
than ever.  In sum, adding global 
and non-traditional investments to 
a core US stock strategy can 
reduce certain risks and offer 
participation in opportunities the 
US cannot. 

http://www.winieckiwealth.com/


Few investors invest all their money in one, single stock no 

matter how confident they are about it.  Because “letting it all 

ride” on one company is uncomfortable for most investors, 

they diversify.  They reduce concentration risk by investing in 

many companies they expect will produce, over the long term, 

an acceptable return.  They will not strike it rich buying the 

next Apple, but they will also avoid losing it all on the next 

Enron, Borders, GM, or Lehman Brothers.  For many 

investors, diversifying provides an appropriate balance of risk 

and expected return.  

 

The last twelve years have shown that the US stock market 

can go sideways for a decade, and its value can get cut in half 

twice in ten years.  Like concentrating in one company, 

concentrating in one asset class can involve risks that may be 

reduced, over the long term, through global diversification.  

Given the new volatility and risk of the US stock market, 

adding global opportunities to a core US stock strategy may 

reduce some of the risk of concentrating in US stocks. 

 

The reasons to supplement a US stock strategy with global 

investments do not fade when US stocks outperforms other 

asset classes.  We expect all asset classes in which we invest to 

grow significantly over the next ten years (otherwise we 

would not invest in them).  However, we are faced with the 

difficulty of predicting which investments will grow the most 

and which will perform the worst.  Accordingly, participating 

in opportunities the US stock market cannot offer makes sense 

for many investors, even when US stocks are the top-

performers. 

 

Asset Class Performance 

 

Accordingly, global diversification remains a good defense 

against another “lost decade” for US investors – where 

investors who concentrated heavily in large US companies 

went sideways or even lost money over a ten year period. 

 

To illustrate, the following chart lists the annualized returns of 

global asset classes for the ten-year period ending November 

30, 2011, from best returns to worst: 

 

 
 

This newsletter 
is not advice.   

 
There are many factors that 
dictate whether to invest.  

WWM can think of few 
situations where global 

investing is not an 
appropriate way to reduce 
the risk of concentrating 
wealth in one asset class. 

 
WWM provides custom 

solutions for specific 
situations and could never 

recommend any investment 
or wealth strategy without a 
thorough understanding of a 

situation. 
 
 

Please contact us with any 
questions you may have 
about global investing. 

 
 
 
 

This Newsletter may be an 

Advertisement 
Pursuant to the federal 

CAN-SPAM Act and other 
laws. 
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The “Diversified Portfolio” in the chart assumes the following 
weights, represented by the following indexes:  
 
27.5% Large Stocks (S&P 500 Total Return) 
 
16.25% US Small Stocks (Russell 2000 Total Return) 
 
8.75% Foreign Stocks (MSCI EAFE) 
 
26.25% World Allocation (WWM World Allocation Strategy) 
 
7.5% Emerging Markets (MSCI EM) 
 
7.5% US Real Estate (FTSE NAREIT All Equity REITs Total Return) 
 
6.25% Commodities (DJ UBS Commodity Total Return) 
 
0% Bonds (BarCap US Aggregate Bond Total Return). 
 
Source:  Morningstar, except for WWM World Allocation. 

Asset Class 
10 Year Ending 

11/30/2011 

Emerging Markets 12.17 

World Allocation 10.47 

US Real Estate 9.95 

Diversified Portfolio 6.83 

Commodities 6.82 

US Small Stocks 6.18 

Bonds 5.59 

US Large Stocks 2.91 

Foreign Stocks 2.20 

These annualized returns means that US Large Stocks returned, on average, 2.91% each 

year for ten years.  Over a ten-year period, that average return would have grown a 

portfolio by 33.2%.  The Diversified Portfolio, on the other hand, returned 6.83% each 

year for ten years, which means the Diversified Portfolio nearly doubled (increased 93%) 

over that period.  The difference between a 93% return and a 33% return over ten years 

can be a game-changer. 

10-year growth of $100,000 in the US Stock Index:  $133,200 
 
10-year growth of $100,000 in a Diversified Portfolio: $193,000 

The difference in returns for the decade ending in 2009 is even more pronounced. 

With global diversification, we assume that every asset classes will grow over the next ten 

years - we simply wouldn’t invest in an asset class where we didn’t expect that growth.  

However, faced with the impossibility of choosing which will perform the best and which 

will perform the worst, participating in all investment categories and ending up with a 

blended return makes sense for many long-term investors. 



Summary of 2011 Returns 

 

There are no two ways about it.  In a 
globally-diverse portfolio, when US 
stocks are the top-performing investment 
in your portfolio, everything else did 
worse.  Over that period, the less money 
invested in US stocks, the worse you did.   

 

The following is a chart of the year-to-
date returns (from January 2, 2011 
through November 30, 2011) of several 
global investment (from best returns to 
worst): 

Avoiding a “Lost Decade” 

 

Note that in the decade ending in 2009, 

which included the recession caused by the 

tech bubble bursting, US Large Stocks 

declined over that entire decade.  During 

that decade, the difference in returns 

between the US market and a diversified 

portfolio was even more pronounced.   

 

Importantly, the chart above simply raises 

the possibility that in the future, Large US 

Stocks might be the worst performing 

investment over a long period.  Of course, it 

could also be the best.  There are no 

predictions here, just the recognition of 

what may happen.   

 

Risks of Global Diversification 

 

Global diversification investors may 

participate in commodities, emerging 

markets, foreign investments, real estate 

and other “exotic” or “alternative” 

investments.  Even though US recessions 

seem to be trending to be more frequent, 

longer, and deeper, the risk of loss in non-

US stock asset classes may significantly 

exceed the risk of loss of a portfolio 

concentrated in US stocks.  Global 

investments may be significantly more 

volatile than US stocks.  Each asset class 

carries its own significant, unique risks, not 

discussed here, and investors should 

understand and be comfortable with these 

risks before investing. 

 

Obviously, the downside to global 

diversification is that you won’t have all 

your money in the best-performing asset 

class.  You will have a blend of all the asset 

classes, which will put you somewhere in 

the middle of the pack.   

Asset Class 

1/1/2011 to 

11/30/11 

Returns 

Bonds 6.67 

US Real Estate 3.33 

US Large Stocks 1.08 

World Allocation -1.36 

Diversified Portfolio -3.89 

US Small Stocks -4.80 

Commodities -9.94 

Foreign Stocks -13.93 

Emerging Markets -19.37 

Clearly, participating in Foreign Stocks, 

Emerging Markets and Commodities hurt 

performance in 2011.  Only real estate 

and bonds outperformed Large US 

Stocks through the first eleven months of 

2011. 



Reasons for Global Diversification 

 

Diversification has been described as the only free lunch in investing.  If you have ten 

stocks that you expect will all increase by about 8% each year over the next ten years, 

buying all ten of those stocks rather than one does not lower your expectations regarding 

return, but it dramatically reduces your risk that you lose a huge chunk of your money.  

(Think Enron, GM, Lehman Brothers, WorldCom, American Airlines, Borders….)  

Diversifying across company sizes, maturity and industries also reduces risk without 

affecting expected return. 

 

Of course diversification reduces the risk that you get in big on the next Apple on the 

ground floor.  However, the psychological principle of loss aversion shows that most 

investors would rather forego the potential of a huge gain to reduce the potential of big 

losses.  Assuming most investors want to produce a steady rate of return rather than bet on 

individual companies, diversification is essential.  Given the numerous global asset classes 

in which investors can efficiently and easily participate, global diversification makes sense. 

 

Additionally, investors should also expect to be rewarded for taking risk.  The more likely 

an investment is to lose a significant amount of money over a shorter period, the higher 

return we expect over a longer period.  For example, while Emerging Markets significantly 

outperformed US Stocks over the last ten years, Emerging Markets have significantly 

underperformed US Stocks this year and during the last recession. 

 

That is not to say that, going forward, we should expect one asset class to outperform 

another.  Despite boastful, confident claims, no one has a very good idea of how each asset 

classes may act over the next decade.  Compared to just a few years ago, we know a lot 

more about our own financial system, the US economy, European debt, growth in China 

and many other things that affect global investment markets.  Given the huge and constant 

changes in the global marketplace, predicting the top-performing asset class over the next 

decade is next to impossible.   

 

Significantly, the US and other asset classes are acting very differently this year.  This 

“decoupling” of global economies lends support to global diversification.  When all assets 

move similarly, diversification doesn’t work (as in the latest recession).  It is when one 

investment zigs when another zags that diversification provides a smoother ride. 

Reasons to Invest in Global Asset Classes 

 

There are unique reasons why each asset class may be a good investment going forward over 

the long term.  One of those reasons may be that they are simply not the US market.  Given 

our unemployment, political landscape, mature economy and general inability to support 

ourselves, the US may or may not do well over the next decade. 



Foreign Stocks  More than half of investment opportunities lie outside the US markets.  

While the US stock market likely remains the strongest, most transparent place to invest, the 

recent and frequent, deep recessions makes non-US stocks a good supplement. ( See “Risks of 

Global Diversification” above). 

 

Emerging Markets  Countries that have unstable political systems, unstable currencies and 

a lower class striving to become a consumer middle class have steadily increased their share of 

global productive output.  Emerging Markets now account for nearly half of global Gross 

Domestic Product.  Their governments are pushing for progress, which leads to infrastructure 

improvements, use of their natural resources and more consumers. ( See “Risks of Global 

Diversification” above). 

 

Commodities  The demand for natural resources like energy sources, base metals, precious 

metals and agricultural staples are likely to rise with rising global populations and by 

undeveloped economies pushing their lower class into the consumer middle class and up the 

protein food ladder.  Obviously, supply is relatively static - the finite supply of many resources 

used today may push prices up in the future.  (See “Risks of Global Diversification” above).   

 

Real Estate  Despite the housing market debacle, real estate is a finite resource.  Real estate 

includes office buildings, warehouses, apartment buildings and other parcels and is not limited to 

the US.  Global farmland, warehouses and commercial property can be a good diversifier.  (See 

“Risks of Global Diversification” above). 

 

Active/World Allocation  Buy and hold remains a solid, disciplined investment strategy, 

but choosing managers who can make global decisions about what assets to invest in at what time 

could be helpful.  Market timing is obviously tricky, but over the long term, it may reduce risk in 

certain markets. ( See “Risks of Global Diversification” above). 

 

SUMMARY 

 

No investment strategy will always outperform its benchmark.  Global investors should expect to 

underperform the US stock market and other benchmarks over certain periods.  Over the long 

term, however, global investors expect the returns to meet or exceed the US stocks market.  They 

expect the ride to be less choppy and volatile, and they expect to participate in opportunities that 

US companies simply cannot provide.  

Disclaimer:   

 

Kurt Winiecki no longer practices accounting or law.  The issues discussed in this 

Newsletter are general, incomplete comments and are not and cannot be construed as 

advice.  Creating strategies related to these issues requires knowledge of specific 

situations. 


